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NEW HAVEN, CONN. 

I find it puzzling to determine 
how, when the use of “risk capital” is 
urged by economists and others, such cap- 
ital can be employed. Little new finance 
ing by private funds is being done. The 
war is holding back the application of 
speculative money to new inventions, new 
industries, new production ideas and new 
commercial products. Just to buy shares 
in existing corporations looks to me like 
speculation for a profit—not precisely con- 
structive venturing. Still, it is encouraging 
to find risk capital getting attention. The 
war will end and afterward very many 
important projects doubtless will come tor 
ward for aggressive financing. That is, at 
least, my expectation based upon study of 


the after-events of other great conflicts. 


EL CAJON, CAI 


Why not start in your columns a little 
review of financial literature, of books and 
periodicals that a subscriber could get di- 
rect from publishers? Give their addresses 
and the prices. I am writing this from 
the viewpoint I want to be helpful to 


De W. 


your magazine, F P 


PITTSBURGH, PA. 


You certainly did discouraged holders ot 
railroad bonds a favor by publishing an 
“New Life For Twenty 


back in 1941. I 


article entitled 


Railroads” away July, 


looked into my fle of THe ExcuHance and 
read it again recently when the bond mar- 
ket began to show renewed life. Again, in 
the February issue, 1942, when “middle- 
ground” rail bonds were discussed  statis- 
tically, and also in July, 1942, your dis- 
cussion of rail “debt slashing” was the 
kind of writing that renders a service. | 
would like to find more of such factual 
material about bonds in your columns— 


stocks do not interest me as much as bonds 


do 
i Ee P. 
Eprror’s Nore: The first’ named artic 
was written by Patrick B. McGinnis, a 
specialist. in) reorganization railroad situa 
tions. The “middle-ground” bond artick 
Was prepared by Flovd W. Mundy, Jr.. 
Whose studies of rail issues are widely 


known. THe EXxcHancr was gratified at 


the response which these articles met at 
time of publication . and doubly so to 
find them to be impressive after consider 
able time has passed. 

NRiw ‘York city 


Taking investment more seriously these 
days than I did in the slapstick 1920's, 
I tind the investigation of industrial con- 
ditions incident to the task more than a 
little absorbing. But this problem con- 
stantly intrudes: millions of people are 


practicing economies which were not 
dreamed of a few years ago, and, there- 
fore, are they not likely, through force of 
habit, to be economical after our economy 
again is able to function with old-time 
treedom? Doubt lies in this question 
whether there will be such vigorous buy- 


ing of such products as motor cars, oil 


i discussion of investment, economic and general financial subjects of public interest. 


burners, air condition equipment, etc.—to 
say nothing of extra clothing, luxury foods 
and the like. 
color the American way, many ideas about 


If economy continues to 


after-war corporate earnings will have to 
be revised somewhat. Taxes will remain 
high tor a long time. Good earnings will 
be necessary to support dividends, and | 
cannot have solid confidence in my ability 
to select the right corporate stocks. Still, 


the search interests me intensely. 


Fi. H.R. 


SUMMET, MN. J. 


. . had distinct flaws 
in it. (The writer referred to last month's 
article, “Do The ‘Averages’ Aid Or Hin- 


der The Average Investors? 


The argument 


”) Of course, 
if you pick them right, profits on the bull 
side can be made in a generally bearish 
year. The most certain fact about common 
stocks is that they will fluctuate. Some are 
rising while others are falling, and vice 
versa. But to argue that research is all 
that is necessary to succeed in making 
capital grow over a long term doesn't go 
very far unless you say what you mean by 
“long-term.” A year—you limited your 
lesson to 1942—is not long enough to be 
The stocks that did 


especially well in 1942, or some of them 


really long-term. 


at any rate, may reverse their trend in 1943. 


Holding them, you could easily be right 
back where you started as far as capital 


growth goes by the end of 1943. 


A. Me. DD. 
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Investors, Stimulate Your Imaginations! 


‘LL always remember the story told 

years ago about the well-known in- 
dustrial specialist who visited a Ford 
Motor Company plant accompanied by 
the elder Mr. Ford. As he was passing 
the open door of an executive office, he 
saw a man reclining in a chair, his feet 
on the desk. When, on the way back 
later, he saw the same daydreamer in 
the same position, he ventured: “Mr. 
Ford, how can you afford to pay a man 
for doing so little?” 

“S-s-h!” said Mr. Ford, “Let’s not 
disturb him. Last year by doing just 
that, he saved us a million dollars!” 
Apocryphal or not, the story carries its 
point—the power of thought. 

From thought to plans, from plans 
to new industries. from fledgling indus- 
tries to industries full grown in the 
midst of a widening circle of investment 
values!’ America’s amazing industrial 
past warrants the use of imagination 
when investors seek to look ahead! 

Consider transportation. Its history 
in this country is one of dramatic pro- 
gression. First, the canal barges, then 
the steamships, the railroads, the trac- 
tion systems then the motor car 
and now the transport airplane. Each-- 
with the last named excepted—has en- 
joyed a long maturity following a swift 


and vigorous youth, which carries a 


By Henri de la Chapelle, 
Los Angeles 


strong implication about the future of 
ships of the sky. 

At any given time there are certain 
themes that dominate investor think- 
ing. What are they today? Where are 
they to be found? Nothing, unless it 
be the appeal of air transportation, has 
seized the public imagination like that 
new world of ours, conceived in the 
laboratory and now, under the pressure 
of war demands, being nurtured to 


surpass the old world. 


Realm of Science 

No need to dwell upon accomplish- 
ments so well known, and so inspir- 
ingly portrayed by Dr. Charles M. A. 
Stine, Vice-President of E. I. du Pont 
de Nemours & Co., last Fall before the 
American Chemical Society. Doctor 
Stine foresaw truly astonishing develop- 
ments in industry; his expectations were 
so widely quoted that they need not be 
repeated here. But on the basis of  sci- 
entific forecasts of things to come, the 
investor certainly has reason to ex- 
amine the future for the shaping of his 
individual plans. 

Let’s take a look at what tomorrow’s 
world is likely to bring. 

A recent United States Chamber of 
Commerce survey of post-war prospects 


for consumer demand, based on the 


number of families that would buy cer 
tain products within the ensuing six 
months if the war were to end immed: 
ately, is revealing of business expecta 
tions. The scope of estimates ranged 
over 2,590,000 families in case of motor 
vehicles to 525,000 in case of sewing ma 
chines, with purchases involving auto 
mobiles, mechanical refrigerators, rugs 
and carpets, stoves, linoleum, living 
room furniture, radios, washing ma 
chines, bedroom furniture, vacuum 
cleaners, electric irons, dining room 
furniture, and sewing machines. 
According to this survey. about 1,000, 
000 families intended to build, or buy, 
a new home and 34 per cent of the 
home owners in America said that it 
the war ended tomorrow, they would 
almost certainly make some sort of im 
provements or repairs on their proper 
ties within six months (painting, root 
ing, modernization, plumbing, heating ). 
War brings famine and_ pestilence. 
Consider the physical condition of the 
conquered peoples of Europe and ot 
the underfed populations of China and 
India. Rehabilitation efforts on an in 
ternational scale should create an in 
sistent demand for United States phat 
maceutical products, drugs and medi 


cines over a period of years. 








In Barron's recently | 
ame across the follow 
ing item: 

‘In the market tor 


dental equipment when 


the war is over will be 
Dbout Oooo young den 
tists who never have 


ChnyYe. ved in private prac- 


ce. This business, 


long WW ith replace ments, 


means a potential mal 


ket somewhere between 


S12.000.000 and J15,00 , 


iccording to est 


nates DY Manubacturers 


lent il 


Ol ( 


equipment, 
war the den 


secured an 


Betore the 
industry 


average oft 94,500,000 ol 


~ 


equipment annually.” 


\nd, of course, as an army of mercy 


pours trom the United States into the 


Continent of | urope alter the war, hos 


il] kinds will be in hig 


tal supplies of 


mM vl. 


Hos pital Sup plie s 


When medicine is considered in con 


nection with the war and war’s after 


ith, one may project his imagination 


into the future with enthusiasm. Mod 


rn medicine, supplementing the air 


lane in opening new helds for explora 


Ton ane settlement, stands in the 


uard of forces destined to move 


fTrontiers m areas now con 
sidered too forbidding for development. 
\trica, parts of Asia, the South 


South 


] 
Jungle 


Pacific, interior America, chal 


nge trade and immigration, but. sci 


ence, stimulated by war needs, should 


meet this challenge by bringing forward 
new sateguards of health. 


International efforts to raise the 


PP 
Worle 


standard of living and the re 
pening of world trade should be stimu 
ting to blade and 


rAZOT cOMpanles, 


You 


can’t you, the counterpart of a 


othcee equipment companies. can 


picture, 





“chicken in every pot,” in a “sewing 


machine in every hut,” and “American 


safety-razor blade on every native 


cheek,” and “a typewriter responding 
to the touch of white, and black, and 
brown, and yellow fingers?” There's a 


brotherhood for you! 


Machine-Built Homes 


Prefabricated houses (more than 15 
to 20 homes a day were reported to be 
rolling off the assembly lines of Libby 
Owens-Ford at Ottawa, Ill.) and tem- 
will be 
L. Scaife, 


in a postwar talk, recently predicted a 


porary shelter for millions 


wanted. General Electric’s A. 


vast building boom. He said General 
Electric has accepted a figure of 1,000, 
000 new homes per year after the war, 
with emphasis on prefabrication. Rapid 
development of television, large scale 
increase in the use of frozen foods and 
home radio acoustics, 


superior were 


some of the other things mentioned by 


him. 
South America beckons. In Brazil 
lies a tremendous potential in water 


power development, in the development 


of iron ore deposits (the fabulous 


Minas Garaes deposits 
are there), and in agri- 
culture. In Venezuela, 
it’s oil (some day the 
thousands of wells that 
dot our plains may not 
be so generous). On the 
subject of oil the fact 
that last year only about 
18,000 wells were drilled, 
compared to an average 
of some 30,000 in other 
recent years, should be 
pregnant with meaning 
as regards the oil equip- 
ment industry. Inciden 
tally, inland in Argen- 
tina lies a huge hydro- 


electric power potential. 


UsutN Canada stands as a 
land of promise and 
its pastures should look very green 


to the embattled and tormented peoples 
of other lands. In 1940 the United States 
birth rate had fallen to about 2,200,000 
from peaks in 1921 and 1924 of 3,000,000 
and 2,800,000 respectively, but it looks 
as though Canada is going to expand 
her population over a period of time, 
both because of immigration and a pos- 


sible higher birth rate. 


Northern Planes 


Not to be minimized is the bearing 
of Canada’s vastly expanding air trans- 
portation systems on her future econ- 
omy. As Barron's pointed out a while 
back, the ten Canadian lines controlled 
by Canada operate chiefly in territory 
where the airplane is the only means of 
transport, moving in and out once or 
more a year almost the entire popula- 
tion of mining, fur-center and oil-field 
villages; taking into them machinery 
and all needed supplies and carrying 
out their production, 

After 


planes no longer needed for military 


the war, the thousands of 


purposes will be available in searching 


(continued on page 17) 


















BY HARRY M. WOOTTEN 


Statistical View of the 
Tobaeceo Industry 


(Top) Harvesting Bright Leaf Tobacco—(Lower left) Tobacco Auction—"Stringing” Leaf Tobacco. 


HE rugged growth of the tobacco 
industry has few if any parallels in 
our industrial system and, to plagiarize 
one of the Founding Fathers, the busi- 
ness “is good in bad times and better in 
good umes.” During the trough of the 
depression of the 1930's there was a 
slight decline in consumption of ma 
chine-made cigarettes. Fortunately this 
industry has a reservoir against the loss 
of the cigarette habit during times of 
adversity in the form of “roll-your-own” 
usage, and the spectacular gain in the 
hand-made cigarettes during this period 
more than offset the decline in the 
manufactured variety. Consequently to- 
tal cigarette consumption, even in hard 
times when smokers are forced to econ- 
omize, continues to expand, 
Outside the United States there is a 
veritable world-wide cigarette famine 
and Lease-Lend shipments of our flue- 


cured tobacco, along with an unprece 


dented domestic demand, has already 
provoked a situation whereby, if the 
war is indefinitely prolonged, an acute 


shortage of leaf supplies may develop. 


Reduced Buying 


Manufacturers were limited in their 
purchases to go per cent of their require 
ments from the recent burley markets 
and unless the acreage is expanded be 
yond the present 10 per cent increase in 
allotments for the 1944 crop, Or unless 
growing conditions are highly favor- 
able, it is conceivable that a modified 
rationing of cigarettes for civilians may 
be resorted to next year. Such action 
would be brought about by Government 
edict, however, rather than any action 
on the part of manufacturers them 
selves, for these producers are not antici 
pating any serious shortages of leaf 


supplies for several years. Moreover, 


they are hopetul that by then the world 
and the agricultural outlook will be 
such they may draw with contidence 
upon inventories on hand. 

One interesting point affecting the 
tobacco business —one which = it 1s 
doubted that even the heads of the to 
bacco companies themselves realize the 
full significance of today—is the situa 
tion that for years has faced the industry 
relative to leaf tobacco. 

Although most everyone knows that 
manufacturers purchase their leaf to 
bacco in two to three years’ advance 
quantities . . . that is, all of the larger 
companies have a two to three and a 
half years’ stock of leaf “aging in sleep” 

not everyone recognizes that ume 
is required to mature it. Now this means 
that the industry is somewhat cushioned 
against any big decline in leaf prices, 
simply for the reason that if you could 


buy tobacco currently at fifty cents on 





the dollar as against present inventories, 
that tobacco would not be suitable tor 
use for a period of two years, which 
would give each manufacturer the op 
portunity of adjusting his stocks pur- 
chased at a higher price to stocks pur 
chased at the competitive lower price. 

This situation works in another way, 
too. The best informed people feel that, 
even if the war continues that long, 
there will be no important shortages 
of cigarettes until 1946, or even later. 
With a two and a half years’ stock on 
hand, if a manufacturer was able to 
obtain only 75 per cent of his require 
ments out of any new crop, the reserve 
would cushion his shortage for a period 
of at least three or four years turthes 
along. Consequently, once again in the 
tobacco business the essential for the in 
vestment ol huge sums of money in 
leat 


the manufacturer, and through the man- 


tobacco offers definite benefits to 


ufacturer to his stockholders. 


More Income, More Smoking 


In any drastic readjustments of inven 
tories, the manufacturer is protected 
because the new tobacco cannot be used 
immediately. Likewise, 


during any 


shortages of crops the necessity for 
holding large reserves cushions the man 
ufacturer over a considerable period. 
With unemployment negligible and 
individual incomes for the most part 
at new highs, Americans under the 
nervous tempo ot war conditions are 
smoking as never before. Lush individ 
ual incomes served to invigorate the 
whole of the industry and all tobacco 
products, with the exception of smoking 
tobacco, last year experienced moderat« 
to substantial increases in consumption. 
Since the introduction of blended 
cigarettes manufactured from our do 
mestic flue-cured and burley tobaccos 
just prior to the World War, the trend 
has been overwhelmingly toward ciga 
rettes, and last year the nation turned 


more enthusiastically than ever to this 








War Brings Booming Cigarette Out put 


Cigarette output for domestic consumption last year totalled 235,- 
SOO,000,000 compared with 200,400,000,000 in IQ4I, a gain of 14.2 per 
cent. Due to the substantial shipments of American cigarettes to our 
military forces abroad or on duty with the fleet, and the substantiai 
supplies that went to our Allies under Lease-Lend arrangements, 
domestic consumption is no longer a true index of the expansion in 
this industry. Actual figures on overseas consumption are not avail- 
able, but it is reliably estimated in the trade that at least 18,000,000,000 
cigarettes moved into this export market last year, a hitherto rela- 
tively unimportant end of the tobacco business. Thus it is conserva 
tively estimated that domestic manufacurers rolled out a total of 
25 3,500,000,000 UNIts, against 214,000,000,000 in 1941, an overall gain 
of 


39,500,000,000 cigarettes or 18.2 per cent in the actual output of 1942. 








popular form of smoking (see box). 

Final figures on smoking tobacco, the 
only product to move against the up 
ward trend last year, are not available, 
but production for the first ten months 
declined 12.6 per cent, or 21,135,000 
pounds, Even this decline is indicative 
of the less frugal habits of the average 
smoker last year and may be attributed 
to the substantial decrease in consump- 


tion of hand-made cigarettes. 
Fall of “Roll-your-own” 


More important to the companies with 
equities listed on the Stock Exchange is 
the fact that the former roll-your-own 
smokers are now buying the more 
profitable ready made cigarettes. This 
switch-back is all the more significant 
in light of the fact that during the 
depths of the depression, it was said that 
as Many as 60,000,000,000 of these hand- 
made cigarettes were consumed annu- 
ally in this country. The subsequent 
improvement in economic conditions 
has resulted in a gradual abandonment 
of this thrifty habit and last year it is 
estimated consumption of such ciga 
rettes was probably less than 25,000, 
000,000, 


Even the original ten-cent cigarettes, 


another form of more economical smok- 
ing, declined drastically last year. The 
increase in State taxation on cigarettes 
in recent years has forced these brands 
out of the convenience of the even-coin 
bracket, and only one or two of these 
cigarettes, which blossomed out so spec 
tacularly in the depression years, were 
to extend their sales last year, despite 
the impressive gain in the industry's 
outptut. 

The most striking example of the 
vitality of the cigarette industry is the 
ability of manufacturers to extend their 
sales in the face of the increase in taxa 
tion on this product by the local, State 
and Federal governments. The unprec- 
edented rise in such levies is readily 
apparent. Cigarette consumption ten 
years ago Was 106,000,000,000 and the 
Federal tax of $3 per thousand returned 


to the U, 


S. Treasury $318,000,000. An 


additional $17,000,000 was collected from 


The 


Federal tax is now $3.50 per thousand 


this product by thirteen States. 


and with additional levies in effect in 28 
States this product last year grossed 
more than $760,000,000 in revenues for 
the various taxing authorities. 
Although two of the important man 


(continued on page 6) 
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Preferred Stocks 
On Stock Exchange 
And Some 


Arreara ges 


AY effort to catalogue preferred stocks 
L on the New York Stock Exchange 
on the basis of dividend payments runs 
afoul of rip-tides and cross currents; 
that is, upon looking back at events in 
1942, with remembrance that the de- 
pression of the 1930's threw many divi 
dends into arrears. 

Despite reasonably good earnings 
trom 1938 to 1942, inclusive, many cor 
porate demands for working capital, 
plus other considerations, have — pre 
vented a round total of preferred arreat 
ages trom being cancelled, or even sub 


stantially reduced. 


On Toward Goal 


Nevertheless, a number of corpora 
tions made progress toward these goals 
last year, and rising stock prices in some 
cases indicated that the buyers were 
seeking to anticipate good news sooner 
or later. 

A catalogue would, of course, set by 
themselves, at the top of the list, many 
preferred stocks which have made their 
stipulated payments for years on end. 
This discussion applies primarily to 
others of less rugged history. 

Of 98 issues which were in arrears 
as of January 1, 1942, eight paid up in 
full. Sixty-two saw their arrearages in- 
crease during last year, although 20 of 
them made cash distributions to stock 
holders. Fifteen decreased their defi 
clencies—1t by cash payments, and 
others through retirement of the stock 
atter purchase by issuing companies, 
redemptions, etc. Nine maintained the 
sume arrearages as obtained in 1941. 


While 12 issues of preferred stocks 


ceased to stand in the column headed 
“arrears”, through cash payments or 
otherwise, 6 issues not previously in 
arrears entered the column for the first 
time by failure to meet 1942 payments 
in full. The 92 stocks still in arrears 
on December 31, 1942 stood in con- 
trast with 116 in a similar position on 
January 1, 1941. 

While this may seem like slow prog- 
ress Over [WoO years, reference to the 
table will supply an explanation. Divi 
dends accumulate rapidly, even at no 
more than 5 to 7 per cent a year, during 
a prolonged period of depression. 

Omitting back dividends, and con- 
sidering regular dividends alone, the 336 
listed preferred stocks to pay cash divi 


dends during 1942 were selling to yield 


the following returns at 1y42 year-end 


prices: 
Per Cent Yield Number of Issues 
Under 4.0 24 
4.0 — 4.9 90 
50— 5.9 65 
6.0 - 6.9 39 
70 79 25 
8.0) 8.9 23 
9.0 9.9 26 
10.0 10.9 1s 
11.0 — 11.9 7 
12.0 12.9 4 
(30:— 13:9 5 
14.0 — 14.9 3 


15.0 and over 


The median-average yield among 
these issues was 5:5 per cent, compared 
with 5.9 per cent for 322 issues at the 


end of 1941. 








REPORTED EARNINGS AND APPROXIMATE DIVIDEND 
ARREARAGES ON FIFTEEN CUMULATIVE 
PREFERRED STOCKS 

“42 Earn. Approximate — Recent 
Per Share \rrearages Price 

Armour & Co. (Illinois) 

$6 Prior Cumulative Convertible Pfd. $20.85 S 24.00 53 
Bangor & Aroostook Railroad Co. 

5% Cumulative Convertible Pfd. 22.02 10.00 12 
A. M. Byers Co. 

7% Cumulative Participating Pfd. 22.29 5.25 73 
Certain-teed Products Corp. 

6% Cumulative Prior Pref. 10.45 34.50 s$l., 
General Steel Castings Corp. 

$6 Cumulative Pfd. 17.67’ 61.50 66 
Guantanamo Sugar Co. 

8% Cumulative Pfd. 13.29 112.00 9] 
G. R. Kinney Co. Ine. 

$5 Prior Pfd. ey ere 8.20 3.50 37's 
Minneapolis-Moline Power Implement Co. 7 

$6.50 Cumulative Pfd. ; » « see 39.25 3 
New York. Chicago & St. Louis Railroad Co. : 

6% Cumulative Pfd. Ser. A. . 23.83 69.00 35'2 
Pere Marquette Railway Co. 

5% Cumulative Prior Pref. . 31.87 26.25 371, 
Phillips-Jones Corp. : 

7% Cumulative Pid. . 39.75 26.25 $1 
Pittsburgh Steel Co. ‘i 

512% Ist Ser. Convertible Prior Ptd. 31.90 11.00 70 
Twin City Rapid Transit Co. ; 

7% Cumulative Pfd. . 19.26° 19.00 72's 
Universal Pictures Co. Inc. _ 

8% Cumulative Ist Pfd 334.79 68.00 175 
Warner Bros. Pictures. Ine. - 

$3.85 Cumulative Pfd. 86.06 33.6875 $1 

9 Months. 














Statistical View of Tobacco Industry 
As War-Time Enlarges Growth 


(continued from 


ufacturers have not reported on last 
vear’s Operations, it is sate to say the 


five leading companies with their stocks 


listed on the New York Stock Ex- 
change had a total sales volume last 
vear of roughly $1,3 36,000,000, compared 


with Sil 90,925,000 1N 


IQ4i, al 


ia per cent. The retail value of their 


gain ol 


cigarette business alone last) year was 


in excess of $9,000,000,000. Yet with ail 
this record-breaking volume, combined 
profits last year declined roughly 


All of these 


companies showed substantial gains in 


97,000,000, OF Q.E per cent. 
/ 


operating profits. But the impact ot 
War-time corporation and excess profit 
taxes was such that only one of these 
units was able to bring through to net 


mcome a gain over the previous year. 
Profits Recede 
The 


last year’s operations, despite a 14.3 per 


largest company lo report on 
cent gain in sales. showed a decline of 
14.5 per cent in net profits. Even the 
country’s largest cigarette manutacturer, 
with an estimated gain of 26 per cent 


in dollar sales volume, is expected to 


report a decline of 4 or 5 per cent in 
earnings, although this manufacturer 
experienced by far the most successful 
vear in all other operations in_ its 
history, 

The almost uniformly lower earnings 
result was wholly due to the impact of 
the higher corporation tax rates in the 
1942 Revenue Act, and cigarette manu 
facturers, with one exception, lowered 
their dividend payments last year  ac- 
cordingly. Of the 1g individual listed 
issues Of tobacco stocks, representing 
cigar and snuff as well as cigarette equi 
ties, the 17 issues paying cash dividends 
in 194l 


continued the disbursements 


page 4) 


Of the 17 


/ 


two issues paid larger dividends last 


last’ year. dividend payers, 
year, six paid the same rate as in 1941 
and nine of the issues paid smaller 
dividends. 

Prices for both flue-cured and burley 
tobacco on the 1Y42-1943 auction mar 
kets were substantially higher than in 
the previous markets and the cost of 
leaf now actually in’ production wil! 
probably lift: manufacturing costs this 
vear for even the larger cigarette makers 
12 to 15 cents per thousand, With fac 
tory prices for the nationally advertised 
and larger selling brands frozen at 
$6.81 per thousand since last November, 
it would seem on superficial analysis 


that lower profits for this industry are 


inevitable this year. Admittedly the cur- 
rent picture is none too bright. On the 
other hand, manufacturers are schedul 
ing their requirements for an 8 per cent 
increase in domestic and export con- 
sumption of American cigarettes this 
year, and with the individual volumes 
of all of the major companies already at 
record-breaking levels, a further in 
crease in sales of such proportions should 
minimize the effects of the higher cost 


| 


Lovdacco 


now going into cigarettes. 
Costs Examined 


The Office of Price Administration is 
expected shortly to announce the results 
of a resurvey of costs for these manu 
facturers and as it is believed the figures 
for a moderate increase in cigarette 
prices is pretty imposing, it is quite pos 
sible the OPA will lift the factory 
price ceiling on these brands. Such ac 
tion would naturally have a_ salutary 


effect on earnings. 


Speaking of National Self-Suffictency, 
Here's a Tobacco Trade Item 


LTHOUGH the domestic manu- 
facture of cigarette paper in small 
quanuties from imported raw mate- 
War Il, a 


$10,000,000 industry in. this specialized 


rials antedates World new 
held has grown directly out of the 
present global conflict. 

American cigarette manufacturers 
were, before the war, dependent al 
most completely upon France for their 
paper. Along in the 1930's, Harry H. 
Straus, the owner of an = important 
French paper mill, looked into the pos 
sibility of making the product out of 
flax Cali- 


fornia. The result was the financing 


grown in Minnesota and 
of the Ecusta Paper Corporation, at 
Pisgah Forest, North Carolina, and, 
oddly enough, the first carload of do- 


mestic paper was shipped to a cigarette 


producer on September 2, 1939, the day 
war broke out in Europe. 
While 


cigarette paper continued to trickle into 


shipments of foreign-made 
the United States until the capitulation 
of France in May, 1940, the emergency 
caused by this event speeded the sub- 
sequent expansion of 
The 


factors rounding out the domestic in- 


paper making 


facilities here. two other older 
dustry—Peter J. Schweitzer, Inc., and 
the Smith Paper Company—proceeded 
to enlarge their facilities, and the 
Ecusta Paper capacity was doubled. 
Despite the war-time growth of cig- 
arette consumption, the new industry 
is NOW in position to supply the entire 
paper needs of the domestic cigarette 


trade. 











British Investors Cling To Their Stocks 


i’ peace-ime, as the world pro- 
gresses, the luxuries of yesterday be- 
come the necessities of today. In this 
war-time, however, the contrary applies, 
comments Norman Crump, known 
best to the financial markets as the 
Statistical Editor of The London Finan- 
cial Times, for work which was thought 
necessary for the well-being of the 
population during one year 1s dispensed 
with the next year, so as to divert more 
and more labor, machines and material 
to the prosecution of the war. 

Nevertheless, British securities own 
ers are reluctant to sell their securities. 
Neither fluctuating war developments 
nor distortions of industry as war pro- 
duction becomes more intensified in 
duce important liquidation. 

“Since General Montgomery and the 
Eighth Army first broke Rommel at El 


Alamein” (Mr. Crump’s comment was 


released to Tue Excuance through the 
British Intormation Services) “there 
has been a changed spirit abroad. It can 
be detected wherever people meet—in 
Britain’s war factories, in the markets, 
in the world of finance. Prices of in 
dustrial securities recovered last Novem 
ber to their levels of early 193d. They 
hung fire early in December, simply 
because the war ‘news, though still 
good, did not for the moment repeat 
the blazing successes of the previous 
month. But everyone in the market said 
there was no pressure to sell and that 
the undertone was firm. People were 
only awaiting a repetition of Novem 
ber’s news to send prices up once more.” 

(The Financial Times industrial price 
average, which stood at 116.2 on De. 
cember 4, 1942, reached 122 on Febru 
ary 11, 1943.) 


“This has been the keynote of th 


Stock Exchange at least for the 


past SIX 
months. Whatever the news, few peo 
ple sell. That means that the supply © 
industrial securities is strictly limited. 
lor no new capital issues are possibk 
without leave of the authorities, “and 
this is very sparingly given. Hence 

man with money to invest must either 


take up War Loans or try to buy sto 


ina narrow market. 

“One result is that the Governmen 
gets its War Loan) subscripuons, but 
another is that each new buying move 
ment sends up prices. 

“Much could be written about. th 


} 


psychology oft the investor, Some ot | 


motives are intelligible enough. Hig! 
taxation and low interest rates on Wai 
Loans are essential to the proper finan 
cing of the war, but they bear hard!y 
on some people, particularly on those 


(continued on page 16) 
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Capital Gains Tax 


A Service 


To Investors 


URING the 


used Lo trade 


davs when people 
in stk cks there was 
an old Saying to the eflect that to be 
successful you should cut vour losses 
short and let your profits run. 

The provisions of the new Revenu 
\ct governing capital gains and losses 


again brings up that old adage in the 


servicing of investment accounts. With 
the holding period reduced to _ six 
months before an investment enters 


the long term category, careless timing 


can create an unnecessarily large tax 


liability. 


To put it as brietly as possible, the 


Revenue Act of 1942 defines gains and 
losses on the sale of securities held six 


months or less as short term. Gains 


and losses on the sale of securities held 


for a longer period of time are long 


term. The entire gain or loss is takea 
into account on short term items, where 


as only 50 per cent is taken into ac 


count on long term items. After such 


adjustments, losses can be used to offset 


gains and vice versa. If the net loss 


exceeds the net gain, the excess can be 


used to the extent of $1,000 to offset 


ordinary income. Any balance can be 


period, 


carried forward for a five-vear 

Toward the close ot 1Q42 when ac 
counts were being studied trom the 
standpoint of making advantageous tax 


sales, there were many opinions as to 


the best method of using potential gains 


and losses. One school of thought con 


sidered it wise to take all long term 


By OLIVER F. We ADSH ORTH 
FIDUCTARY TRUST COMPANY 
OF NEW YORK 
losses possible on the theory that the 
excess could be carried forward over a 
five-year period and used against gains 
be 


in the future which might then 


taxed at a higher rate, 
Percentage Figures 
c c 


This theory was countered by another 


school of thought which maintained 
that if taxes increased it might be nec- 
essary to take a higher percentage of 
the gain or loss into account. Thus, 
those who used up all their losses in 
1942 at 50 per cent of the actual amount, 
might find that they would have been 
able to use 60 per cent, 70 per cent, or 
So per cent had they waited until 1943. 

A third group advocated that all pos- 


sible gains be taken in 1942. and the 


losses saved for future years, It was 
their contention that because of the 
alternative method of figuring the tax, 


levies on long term gains were effec 
tually limited to 25 per cent, and that 
the rates would undoubtedly be higher 
in 1943. Although this theory had merit, 
it carried with it a very bitter tax pili 
which most investors could not swallow. 

The majority of advisers were reluc 
tant to attempt a forecast on legislative 
prospects, particularly when pertaining 
to changes in the capital gain and loss 
provisions. They thought, however, that 
the 1942 Act contained the first faint 
glimmering of a light they had sought: 
for many years. That light would con 


stitute a recognition on the part of law 





Government Revenue Increases qs Capi 
Make Capital Management | 


“This is why the investment adviser keeps 
possible, he cuts short his losses and lets profits 








The quotation is taken from the article on pi 
ment counsel's practical view of certain glternati 
or app 
consider. The increased volume of business in s¢ 





of 1942 to the taxpayer with depreciated 





was enacted may indicate that capital gains tax 
sales have increased, the Government's jncome 








In the “companion” articles on these pages é 
the merits of the Revenue Act, and an investn 
which investors may be served, or serve themse 
the terms of the new law. The comment conta 


of all income groups. 





makers that capital is not income, and 
that gains from capital should not bé 
subjected to the same tax as income. 
They hoped that the trend would de 
velop and eventually remove one of the 
most unsound features of present-day 
taxation. The majority, therefore, paid 
more attention to the long term outlook 
for the investments in an account, and 
took losses to the extent of only $1,000 
the basis that this deduction 


net on 


might not be allowed in future tax laws. 


me te 


Taxes Always In Mind 


This does not mean, however, that 


the majority of investment advisers have 































































































S;ains Tax Provisions 


e Flexible 


reases as Capita 


Management M: 





t adviser keeps onc eye on taxes, and why, it 


and lets profits rl 





which presents an invest 
fered by the Revenue Act 
ed securities—or both—to 
ies since the Revenue Law 


the article on pags 





certain alternative 
preciated or appre 
> of business in secur 
capital gains tax changes are bearing fruit 
nment’s income from such sales has improved. 


on these pages ab kker takes a broad view ot 
counsel writes of ways in 


by studying and applying 


. and an investme! 
or serve themselv« 


» comment contains especial values for investors 


Seecr 


how forgotten about taxes completely. 
On the contrary, they constantly have 
one eye on taxes when suggesting 
changes. This is particularly true when 
they are familiar with the entire hold- 
ings of the client as well as his finan 
cial position. They know that when- 
ever a sale is made there is a change 
in the owner's tax liability. The extent 
. of that liability can be gauged within the 
terms of the present law, and while the 


present law may be changed, most pro- 


Tee ee 


visions applicable to capital gains and 


losses remain undisturbed. Thus. 


the investment adviser uses the tools at 


may 


(Continued on page 14) 
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What Eve 
Should —_ 


By GEORGE E. BARNES 
CHICAGO, ILL. 

UNNY thing about people. Two 
or three Congresses ago the in 
come tax was a very popular device 
with the millions who didn’t have to 
pay it, and any bright young prophet 
who could have foretold that 40,000,000 


of us would be dishing out 20 cents or 


more on the taxable dollar to Uncle 
Sam in 1943 would have been put 
away in some quiet place. 

Yet it does not even seem strange 


that the people pay without protest. 
Americans agree that America is worth 
any price. 

But the strange thing is that the 
toughest tax bill in American history 
the most 


was probably intelligently 


drawn, most farsighted revenue act 
ever written. 

Nearly a full year was spent drafting 
the 1942 Revenue Act, and when the 
77th Congress finished its work the law 
which drastically increased tax rates both 
for individuals and corporations also 
constructive and for 


embraced many 


ward-looking provisions of immense 


Importance to property Owners, inves 
tors and business men. 

To discover the hidden blessings in 
the 1942 act it is necessary to dig deep 
into it. Dig, and you find new features 
which will help preserve property valucs 
and stabilize corporate incomes. Con 
gress has actually looked forward to 
the postwar period and acted to ease 
the shock to business in the readjust 


ment interval. Yet 95 per cent of the 


ry Investoy 


W About Tike 


business men to whom I have men 


tioned the new tax refund “cushion” 


have never heard of it. 


Matter of Choice 


It the average investor had his choice, 
he would choose a lower return on his 
investment rather than suffer deprecia 
tion of his principal funds. This is on 
of the first principles of investment, and 
it can readily be violated by unsound 
tax legislation. Yet at a moment when 
the wealthy are fearing an eventual cap 
ital levy, Congress has quietly and re 
assuringly taken steps to protect capital. 

Under one section of the Act it is 
virtually unnecessary for a corporation 
to set up any reserve for a postwar let 
down, for the government provides for 
refunds to help cushion the fall for a 
pc riod of two vears, Or tO protect a tar 
payer whose products are restricted in 
the meantime. 

Let me summarize five helpful fea 
tures of the 1942 Act which every in 
vestor should know: 

1. A new treatment of capital 
gains and losses, including a. tive 
vear carry-over privilege for losses. 

2. New retroactive provisions for 
deduction of expenses of individual 


INVeSLOrS. 
3. Provision for corporations to 


buv their own bonds at a discount 


without incurring tax liability. 


4. Inventory relief provisions to 





cushion taxpayers during a period 

of falling commodity prices. 

5. Actual cash tax refunds under 
new carry-back provisions to cush- 
ion the decline in corporate earn- 
ings. 

Until now, December has been the 
great Dumping Month. Wall and La 
Salle streets swam in a sea ot paper 
dumped on the year end market re 
gardless of selling prices, simply to gain 
certain tax advantages. Steps were taken 
in the new law to protect security hold 
ers against themselves in limiting the 
deduction for net losses from other in 
come to $1,000 in any one vear. But 
there are new 


Carry-OVer privileges 


which permit the investor to offset 
losses above $1,000 against any gains 
extending over the next five years be 
fore he incurs a tax liability, or to off 
set other income in the moderate amount 
of $1,000 in each of the five succeeding 


years. 
A Marked Contrast 


Under the old law, there was no tax 
relief on capital gains realized from 
the sale of securities unless the items 
had been held 18 months. This not 
only discouraged capital investments but 
it cost the government revenue, for 
owners of securities and other property 
were penalized severely for taking a 
profit. In other words, it invoked a 
penalty on profits and placed a premium 
on losses. No one gained, In fact, even 
Uncle Sam took a loss. 

For the benefit of those not already 
familiar with the new capital gain and 
loss provisions, they can be summarized 
briefly : 

Long-term holdings are now defined 
as items held for more than six months; 
those held SIX months or less are short 
term. Only 50 per cent of the gain or 
loss is taken into account on long term 
items, Whereas 100 per cent of any gain 
or loss is taken into account on short 


term transactions. After the appropri 





EFFECTIVE RATES (APPROXIMATE) ON LONG TERM CAPITAL GAINS 


Individuals 
With Net 
laxable In- 
come, After 


Personal Ex Rate on Rate on 
emptions otf: 51.000 $2,000 
5 2,000 11 11 
3,000 11 11 
+000 13 13 
5,000 13 13 
6,000 15 15 
7 OOO 15 15 
S000 17 17 
10,000 19 19 
12,000 21 21 
14,000 23 23 
15,000 23 23 
TR.O00 and over 25 25 


(Holdings of more than six months) 


Rate on Rate on Rate on Rat 

$3,000 55,000 $10,000 S15.000 
11 1] 12 14 
11 12 13 15 
13 13 15 l¢ 
14 14 15 17 
15 15 17 1s 
16 16 17 I‘ 
17 17 19 20) 
19 19 21 22 
21 21 23 23 
23 23 24 25 
24 24 25 25 
5 5 25 5 





taken, all 


long and short-term gains and_ losses 


ate percentages have been 


are considered together. In the event 
the net capital loss exceeds $1,000, then, 
after a deduction of $1,000 from ordi- 
nary income, the left-over capital loss 
may be carried forward for five years 
until used for (1) offsetting of capital 
gains during the next five years or (2) 
deduction from regular income to the 
extent of $1,000 in each of the ensuing 
five years. Despite the foregoing restric 
tions on net losses, it is still possible to 
make worth while tax savings through 


sales intelligently timed. 
Eye on Holding Period 


So much for losses. The real benefits 
to government and taxpayer alike come 
from gains in shortening the holding 
period on long-term transactions from 
18-24 months to six months, and limit- 
ing the tax to 25 per cent on these long- 
term holdings. Already these new pro 
visions have been reflected in increased 
market activity and recoveries in value. 
The effect surely will be to stabilize the 
value of all forms of property and pro- 
vide an incentive to buy when prices are 
low as well as freedom to sell or convert 
funds when prices are high. 

It is interesting to note that the Brit- 
ish, heavily taxed as they are, have no 
tax on capital gains. Comparisons are 
always odious, and to begin weighing 


the British tax system against the Amer- 


ican would precipitate a dispute lasting 
far into the night and accomplish 
nothing. Let us economize by referring 
to the estimate in a recent bulletin of 
the American Taxpayers Association 
which put British per capita taxes at 
$187 as against $300 per capita, approxi- 
mately, in the United States, State, local 


and all other taxes included. 
Reasonable Gains Tax 


To return to the capital gains tax, the 
25 per cent maximum rate appears 
eminently fair in relation to the 24 per 
cent normal, surtax and Victory, tax 
rates on the bottom bracket. It should 
encourage investors to supplement their 
income through profits on security trans- 
actions. Those in the lower tax brackets 
are accorded even more favorable treat- 
ment, as indicated in the table above. 

Let me offer a few simple rules for 
the investor to follow if he would pre 
serve the maximum capital after taxes: 

t. Sales at a profit should be de- 

layed beyond six months where pos- 

sible, to take advantage of the lower 
capital gains rate. 

2. Securities showing a_ loss 
should be sold in less than six 
months to establish a full loss de- 
duction against any capital gains or 
ordinary income up to $1,000, or 
similar gains and income over the 
succeeding five years. 


(continued on page 13) 





























HEN an investor acquires a 

substantial part of his income 
from dividends on stocks selling for 
less than $20 a share—that’s news! 

When an individual who manages 
his own funds—and_ relatively small 
funds, at that—employs bonds, instead 
of common stocks, for purposes of cap 
ital growth, the ordinary traditions of 
the securities field are turned upside 
down, and more news develops. 

Stocks for investment, bonds for the 
use of risk capital! There may be thou- 
sands of persons who pursue similar 
methods but they seldom come under 
the light of publicity. Mr. McIntyre 
(his real name is not McIntyre) affords 
a “case history” by reason of the fact 
that his portfolio came, by chance, to 
the attention of THe Excuance, and an 
interview with him uncovered some in- 
teresting collateral information. 

This article resulted logically, for it 
was seen that his experience might sup- 
ply material for study by many small 
investors. “Small investors” is empha- 
sized, With war-time wages and sala- 
ries creating hundreds of capitalists 
where one flourished before 1940, ways 


to manage money intelligently are com 


Experience 


... His Own! 





Takes A Page 


From The Book Of Pe 


ing in tor more and more intensive 


scrutiny and careful research. 
Y ears of Discretion 


Mr. McIntyre is a man well past 50 
vears. During the later 1920's he had 
his share of the speculative fever of the 
time. His savings grew in securities, 


h 


he “knew his way around” well enoug 
to have not too many illusions about 
prices climbing straight up to Heaven, 
and so he was out of the market by early 


1930 with about $9,000 capital in hand. 





In the depths of the depression—1932 
his salaried job went overboard, and 
until late 1934 his employment was 
varied and transient. But he got along 
without touching his principal. 
“Looking back,” he says, “that inter- 
val had its profitable side, in spite of 
considerable worry. I had time to do 
some studying. Industry was depressed, 
securities prices were equally depressed, 
if not more so. Yet industry was not 
so depressed that all dividends were 
discontinued, In fact, a surprising num 
ber of common stocks on the Stock Ex 
change kept right on paying—at reduced 
rates, in| many instances, of course, 


but they paid. 


Mr. McIntyre | 


Se GD ere Ri omar « 


= 


“T kept records of those which con 


tinued to pay. I didn’t differentiate then 
between low-priced and higher-priced 
issues because they all were low in 
comparison with the prices they had 
enjoyed in °28 and ‘29. If a dividend 
was lowered, or passed, after the de 
pression began to grow lighter, I mad« 
a note of it for later attention. Quite a 
number of dividends to be reduced 


were not disturbed until 1934 and 1935. 


Why? 
The Seeming Paradox 


“Business was better in those years, 
sO why should stockholders receive less 
in “34 and °35 than in °32 and °33? 

“In tracing out the answers, I learned 
more about the companies concerned 
than I had known before. This was us¢ 
ful afterward—after I had accumulated 
considerable knowledge about dividends 
as a medium of income.” 

Stull, Mr. MeIntyre’s growing knowl 
edge of dividend records, and the (te 
him) surprising fact that many compa 
nies whose stocks received little public 


attention had been good dividend pay 












. 
Vee ee we mame 





ers for vears, did not bring about a full 
conversion from old habits. The short 
waisted bull market of 1936 and part ot 
1937 drew him in. He traded, so he 
Says, with considerable vim for a while. 
He added $2,000 to his principal, but 
he admits that he was not comfortable 
doing it, as dividends had become an 


absorbing «study dividends and 
vields. 

With a capital of $11,000, he engaged 
ina fresh concentration on dividend 
records in 1938, and, because the general 
level of listed common stock prices Was 
again low (the Dow, Jones & Co. tn- 
dustrial average stood at 98.95 on March 
194.40 on March 6, 


1937) he was able to invest on a price 


had 


yf, 1939, against 


basis more favorable than been 


possible in) 1937. 
Student of Dividends 


“By that time,” he says, “I was more 


impressed than I had been betore by 


statistical manuals, dividend records, 


calibre of corporate management and 


so on; and by vields obtainable on rel 
atively low-priced common _ stocks. 
\mong them were found, of course, a 
lot of old-line but there 


ISSUCS, Were 


many others, less well-known nation 
ally among securities owners. By no 
means all of these had been consistent 
dividend-payers during the depression, 
vet the records showed they made money 
most of the time and had done so for 
many years.” 

Mr. McIntyre in late 1937 and earl 
1938 began to center his investment re 


His 


portfolio of those days was not availabk 


search upon low-priced equities. 


at the interview, but he said his hold 


ings included a number of the stocks 


contained in the current list on this page. 
“The 


rebuilding of — the 


average price obtained in_ the 


portfolio in early 
1938 was not as satisfactory as it might 


have been—I began to reacquire stocks 


after the reaction had been under way 


for some time but prices went lower 





MR. McINTYRE'S STOCK PORTFOLIO 


Number — Cost 
Shares Price 
Stock Owned 1940 
Am. Rad. & S. S 100 7% 
Am. Mach. & F'd 100 12'% 
Black & Decker 100 16% 
Borden Co. 100 18! 
Burroughs Add. Mach 100 7 3, 
Calitormia Pack. 50 16% 
Commercial Soly 100 i) 
Davega Stores 10u 
Goodvear T. & R. 100 14°, 
Mohawk Carpet 100 13 
Ous Elevator 100 14 
Shattuck (F. G.) 100 5! 
All Stocks 1,150 
* Excluding commissions and taxes. 


Ay 
Funds Yield Yield Annu 
Invested* 1940 1942 Incon 
Ss 725.00 5.5 + | $ 
1,212.50 6.6 6.6 R44 
1,662.50 8.1 9.6 158.3 
1,812.50 7 om i 140 
775.00 6.5 Fey o 60 
831.25 +.5 0 Sf 
962.50 2.6 6.2 16.6 
$50.00 5.6 11.1 8 3 
1,425.00 SS S.8 129.17 
1.337.50 9.3 15.0 175.00 
1400.00 7.1 ee 100.00 
525.00 6 15.2 60.00 
$13,118.75 7.0 8.8 $1,101.75 





afterward,” he says. (The Dow Jones 
industrial reached tts 1938 “low” at the 
end of March.) 

“My average vield, as I recall it, was 
a shade less than 6 per cent. Still, the 
capital position was intact, and some 
What better than the 


that, when in 


Summer ot 1Y 34, my transactions went 


off at a tangent temporarily.” 


Bonds for Capital Growth 


His transactions went over into the 
bond market, not in pursuit of income 
but of capital appreciation! 

Public utility bonds, Mr. McIntyre 
says, appealed to him because the in 
dustry had, for several years, been 
“kicked around” in political discussion 
without, as he puts it, “knocking the 
spots off of underlying values or im 
pairing the industry's ability to earn 


bond interest.” 


When it was remarked 
that he might, a vear or so later, have 
attained larger capital results from stud- 
ies of the reorganization rail bond sit- 
uation, he declared that by 


1940 he 


found his permanent interest lay in 
common stocks. 
setting up his present list of low-priced 


issues. The short period of capital gain 


dealings in bonds, plus appreciation of 


his stock holdings in 1937 and 1938, 


had increased his principal to some 


thing more than $13,000. 


He returned to them, 


“A principal growth of 44 per cent 
in five or six years,” it was observed 
“suggests that you compounded your 
dividends—adding them to capital and 
thus increasing your investing power.” 

But this was not the case, Mr. Mi 
Intyre says. After he again became 
steadily employed in 1934, his. salary 
never approached his earnings befor« 
the depression, and part of his invest 
ment income had to be used for living 
expenses and taxes. With income taxes 
now much higher than they were in 
the middle *30’s, a larger part of his 
dividend income would now have to be 
drawn upon. 

Mr. McIntyre displayed little interest 
in an obvious deduction to be mad 
from his list—that the ownership of 
1.150 shares of stock afforded him a 
strong “leverage” for capital growth in 
a rising market. 

“A closer look at the stocks and their 
purchase prices in 1940, compared with 
their current prices,” he said, “will show 
that, while some of the stocks are 
higher today, others have changed little. 
Sooner or later, study will convince me 
that ‘switches’ should be made, for a 
larger dividend or what I think is 3 
stronger stock. If a switch should add 
to the capital, well and good. But I shall 
not let a ‘paper gain’—or a depreciation 


—influence my decision.” 


th 


On 


What Every Investor Should Know 
About the 1942 Revenue Act 


(continued from page 10) 


;. Security holdings of doubtful 
value should be sold. A bona fide 
ile fixes the amount of the loss 
nd precludes any controversy as 


o the proper year for deduction. 


From the widow with a $3 safety de- 
posit box to the large investor with 
trustees and custodians to pay, every 
investor benefits from the provision of 
Congress that expenses incurred in the 
production of income may be deducted. 
Any reasonable sum expended for the 
production and safekeeping of property, 
its management and maintenance, may 
be charged against income. These items 
include safe deposit box rental, custo 
dians’ and trustees’ fees and commis 
sions, charges for advisory service and 
the like. Furthermore, the provision is 
retroactive and a claim for refund may 


be filed for the years 1939 to 1941. 


Retiring Bonds 

The provision granting corporations 
the privilege of buying in their own 
bonds at a discount without incurring 
tax liability on the saving has given a 
healthy fillip to sound corporate finance. 
Debt-ridden corporations need no longer 
be reluctant to reduce their funded in 
debtedness when the moment is favor- 
able. This wise provision has already 
had its stimulating effect on the market. 

Another happy thought in the 1942 
Revenue Act relieves corporations of 
the necessity of basing interim finan- 
cial statements on the last in, first out 
inventory method, although the annual 
report remains subject to this require- 
ment, Additional relief for the com- 
pany with depleted and _ irreplaceable 
inventories carried at the low prices of 


1938-40 is provided by permitting an 


adjustment of the tax for the prior 
year of liquidation if the stock is re- 
placed within three years after the war. 
In this event the tax adjustment is made 
on a basis of the difference between the 
original inventory figure and the re- 
placement cost. Some business men who 
have not taken the time to look far 
ahead find the government is forward 


looking on their behalf! 


Carry-Back Credits 

Perhaps the most important features 
of the new Act to the business man an- 
ticipating a post-war letdown are the 
provisions for the carry-back of unused 
excess profits tax credits and the carry 
back of net operating losses. These pro- 
visions should be closely studied by 
investors in view of their favorable 
effect. upon post-war earnings. Al 
though the previous law gave the privi- 
lege of carrying forward unused operat 
ing losses and excess profit tax credits 
as deductions in the future, a corpora 
tion is now entitled to carry back two 
years any unused excess profits tax 
credits and operating losses, and secur¢ 
a tax refund. Under the terms of th 
law, any taxpayer is entitled to this re 
lief. Assume that a small corporation 
paid an income tax in 1942 of $2,600 
on a taxable income of $10,000, but in 
1943 and 1944 the company lost $5,000 
in each year, the entire $2,600 in taxes 
paid on 1942 income would be subject 
to refund. In fact, it would not be nec- 
essary for a corporation to lose money 
in order to secure a refund, should the 
company fail to earn its excess profits 
tax exemption. In that event, it would 
be entitled to carry back for a period of 
two years the difference between the 


exemption and the earnings before taxes. 


Assume that a corporation with a 
$1,000,000 excess profits tax exemption 
earned $2,000,000 for the year 1942, but 
in 1943 only “broke even,” this company 
would be entitled to a cash refund on 


its 1442 income tax of $500,000. 


Refuted Provision 


Standard & Poor’s Corporation has 
esumated that if the U.S. Steel Corpora 
tion were to sustain an operating loss 
in 1944 equivalent to their 1932 depres 
sion year deficit of $70,000,000. they 
would, under these relief provisions, be 
entitled to a tax retund in cash from the 
Government for 1942 payment, of $115, 
500,000 or $45,500,000 in excess of thei 
deficit. 

There are inequities in the 1942 tax. 
Each man judges it by the standard of 
his own income level. No man_ loves 
to pay taxes, and on March 15, 1943, 
many of us shall be wondering whether 
the tax collector's own mother loves 
the man who passes the basket for 24 


per cent or more of your income, 


With Foresight 


But 1 submit that the Congress which 
labored nigh unto a year to bring forth 
this Act has written it with astute fore 
sight. In its protective aspects there are 
the germs of a revived interest in the 
bedridden capital system. The Great 
White Father emerges after all as a 
guardian of property rights and capital 
funds, and bids the small investor and 
the great to take heart. 

I venture the guess that from here in, 
there will be no violent changes in the 
income tax system, except possibly to 
put the small wage earner on a pay-as 
you-go collection basis. With an estab 
lished base in the 1942 Revenue Act. 
year to year variations henceforth should 
be unimportant. The investor and the 
business man can look more confidently 
to the future. Here at least is a begin 


ning for a stable tax structure. 





Capital Gains Tax Treatment As A Service 


To All Classes Of Investors 


(continued from page 9) 


his disposal, waiting for a change in 
the law before altering his approach to 
the problem. 

Taking the present law as it stands, 
therefore, there are two features which 
are particularly important as concerns 
the timing of sales. The first of these 
is that short term gains give no ad 
vantage in using the alternative method 
of figuring the tax. This means that the 
tax on short term gains is not limited 
as in the case of long term gains. The 
second feature is that if the short term 
gain is larger than the long term loss, 


the excess is considered as short term. 


To Illustrate 


The importance of these features can 
best be shown through examples. Let 
Mr. Smith 


$20,000 after the usual de- 


us assume that has a net 
income of 
ductions, but before personal exemption 
and credit for dependents. He is mar 
ried and has two children. If he had no 
capital gains or losses his Federal In 
come Tax would be $6,088. He would 
like, however, to take a profit ot $20,000 
from securities held in his investment 
portfolio, thus bringing his total income 
up to $40,000, In taking this profit there 
different 


are several combinations of 


gains or losses that could be used, both 


basis his tax would be $11,088. By using 
the second method Mr. Smith would 
save $3,786 and by the third method, 
$6,975. 

Let us suppose, however, that this in- 
dividual has been unusually fortunate 
and has $30,000 in short term gains. As 
takes 


$20,000 of this gain, his tax will be 


we have shown above, if he 


$18,063. If, on the other hand, he takes 


the entire $30,000 and tries to offset 
some of his gain by taking a $10,000 
long term loss ($5,000 net), his tax in- 
creases to $20,563, although so far as he 
is concerned he has a $20,000 profit in 
both instances. 

But Mr. Smith has not gotten to the 
bottom of the problem yet. We have 
shown that if his entire gain of $20,000 
is long term ($10,000 net), his Federal 
Income Tax will be $11,088. If he could 
add another $10,000 ($5,000 net) to his 
long term gains, and at the same time 
establish ” $10,000 short term loss, his 
tax would be reduced to $8,588 and he 
would still accomplish his purpose of 


creating a $20,000 profit. 
Applying Judgment 


Perhaps Mr. Smith is one of those 
people whose past operations have been 


highly successful, but who has slipped 


loss and a $60,000 long term gain (530,- 
000 net). His tax now becomes $5,595 
and he has the satisfaction of having 
taken his profit, saved 72 per cent of 
the gain for himself, covered taxes on 
his ordinary income, and established a 
$9,000 excess loss to be carried over for 
use in the next five years. 

To find 


that in all of the examples a profit of 


summarize, therefore, we 
$20,000 is taken on top of a net income 
of $200,000. The method of taking the 
profit, however, has resulted in a wide 
variation in tax liability depending on 
the use and nature of the gains and 
losses as the table below shows. 

Examples 1 and 4 show that short 
term gains result in the greatest tax lia 
bility, but examples 2 and 3 demonstrate 
that this can be effectively reduced by 
allowing some or all of the gain to run 
into the long term category. Examples 
5 and 6 show the importance of using 
short term losses as a means of reducing 
tax liability arising from long term 
gains. In this connection it should be 
pointed out that excess losses carried 
over are treated as short term in sub 
sequent years. 

It is also interesting to note that if 
Mr. Smith established no capital gains 
or losses, the Federal Income Tax on 
his ordinary income would be $6,088. 
Thus, excluding this item, the percent- 
age of his $20,000 profit paid to the 
Government under the various exam- 
ples is as follows: 


SU_& 








Example | Example 4 pa 
, _ : , iw Example 2 40.8 Example 5 12.5 
short and long term. rather badly in the last six months. . Wee : ll = 
2 oa ill | : ¢5 fj Xampiec 5 Pe Xample ) - 
First, the entire gain could be short He still wants to show a $20,000 proht, (Regular tax reduced 8°) 
term. in which case his total Federal 5° he establishes a $40,000 short term (continued on page 16) 
Income Tax would be $18,063. Second, 
he could take $10,000 in- short term 
, : ; Examples of Applied Income Taxes 
gains, and $10,000. in long term gains, 
: _ Short Gain Short Loss Long Gain Long Loss Actual "Fax 
the latter figure becoming $5,000 net @ 50 @ 50 Profit 
after the application of the 50 per cent 320.000 $20,000 $18,063 
? ae , 4977 
reduction. In this case his total tax A 10,000 ae anes shag 
: 3 10,000 20,000 11.088 
would be $14,277. In the third place, { 30.000 $5,000 20,000 20.563 
° ° - 5 S 5 ? 5 
the entire gain of $20,000 could be long »10,000 ete anand i te 
eo. : ‘ 10,000 30.000 20,000 5,595 
term, becoming $10,000 net. On_ this 
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In the table at the bottom of this page 
is a form of box score which Tue Ex- 
cHANGE began in July, 1942, just to see 
whether the bond market would take 
kindly to a decision by the Banking 
Department of the State of New York. 

When the Department restored on 
July 1 last a long list of railroad bonds 
to the “legal list” for savings bank and 
trust fund investment, no little skepti- 
cism was found among bank trust peo- 
ple and investment advisers about the 
practical value of the ruling. In view 
of the trend of railroad earnings, and the 
drift toward railroad debt retirement, a 
layman’s thought would naturally be 
that investment specialists might en- 
gage in rejoicing . especially as the 
supply of prized “legals” was scanty. 
Such was far from the case, however. 

Three and a half months later the 
atmosphere was found, upon fresh in- 
quiry, to be somewhat less restrictive. 
It was conceded by investment advisers 
that funds permitting full discretionary 
management might find advantage re- 
specting capital growth in such bonds, 
but they should be considered as “short- 
term” holdings. Bank trust men were 
more noncommittal than positive in 
their views, either way, about the re- 
stored bonds. 

Seven and a half months later (June, 
1942, to February, 1943) a further co- 
cession is in evidence—“anyway, the 
portfolios that had ‘em and kept ‘em 
have improved in appraisal value.” 
Many trust funds contained bonds 
which were prescribed by the Banking 


Department in the low rail earnings 


a 
ra | 
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period of the 1930's, and by no means 
all had been liquidated by July 1 last 
year when some $2,400,000,000. rail 1s- 
sues were re-elevated to the accepted 


list . 
Course of Prices 


The statistics below indicate the ex- 
tent of price improvement which oc- 
curred among representative issues in 
the seven and a half months. 

The record shows that, whether trust 
authorities added the bonds to trusteed 


accounts or advisers advised clients to 


add them to their portfolios, somebody 
bought them. The progress of many 
railroads in) whittling down debt is 
now a matter of general knowledge . . . 
probably $ 300,000,000 Was paid off last 
vear, perhaps more. While such an 
amount would be only about 3 per cent 
of Class 1 rail indebtedness, it reveals 
a tendency to which a lot of investors 
have been paying attention. 

Just as a refresher: under “Subdi- 
vision 7 as amended by 7-2” of the New 
York State Banking Act bonds  ap- 
proved for trust and savings bank in- 
vestment must have earned fixed 
charges 1! times in rg4r and at least 
once in four of the five preceding years. 
War-time rail earnings, thus far, have 
imparted a kind of historical interest 
to a legal provision only a few years 


old. 





MARKET PERFORMANCE OF RAILROAD BONDS RESTORED 
TO "LEGAL LIST" IN NEW YORK STATE 


Prices 
June Oct. Feb. 
20 13 15 
42 {2 "43 
Atlantic C. L. 
Ist 4s “52 751, 86 881, 
gen. mort. 412s “64 58 64! 0598 
Bangor & Aroostook 
CV. 48 ‘51 52 *57 66 
Cent. Pacific 4s "49 -0'4 8238 89 
Chic., B. & Q. 
ref. 5s ’71 A S134 M936. 993k 
ref. 4%2s '77 B 6378 *651%2 *711% 
CC... StL, a Bs ..67 Toye 73g 
Clev. Short L. 4'%s °61...68% 6934 7334 
Clev. Un. Term. 512s ’72 78 732 *9BM%, 
Det. T. T. 4s *61 P5258 83'2 OI 
Gt. Nor. 5s °73 *8558 9g2'2 9S 


*Bid price on New York Stock Exchange. 


Prices 
June Oct. Feb. 
30 13 15 
"42 «42 "43 
Ill. Central 3%s ’52 41% 4438 4678 
Kan. City Sou. 3s *50 58's 6414 64! 
Mich. Cent. 412s "79 5234 59 635% 
Nash. C. & St. L. 4s °78 ...62'2 68 -2 
N. YC. (& EER.. 322s "97 «60 74% 70 
N. Y¥.. Cent: 4%28 2013 ...45'2 50 5158 
Sou. Pacific 
Ore: S: £. 4s "97 5242 56% 5§7"8 
S. F. Term. 4s *50 S4 8714 oI 
Southern Ry. 
cons. 58 “94 8878 g2'2 9758 
gen’l. 4s °56 6334 68% 72 
Tex. & Pac. §s ’97 60 6534 703 


West. Md. 4s °52 
+Asked price on New York Stock Exchange. 


S4'8 6 Q278 











Record of Special 
Offerings vs Broad 
Stock Price Trend 


N the earlier months of Special Of- 


ferings, which were installed on the 
New 


ruary 16, 


York Stock Exchange on Feb 


1942, 


prices was generally downward. 


the trend of listed stock 
The 
Dow, Jones & Co., industrial average, 
which stood at 105.35 on the day pre 
Offering, 


reached Ils IQ42 low of g2.92 on April 


ceding the first Special 
28. Thereafter, price recovery, as mea 
sured by averages, was gradual until 
along toward Autumn. 

Looking back, it could be argued that 
the Stock Exchange’s new departure in 
facilitating the distribution of blocks of 
issues without undue disturbance of 
going quotations, experienced a difficult 
inital testing. 


During a declining 


trend, “sales resistance” naturally is 
more pronounced than in a period of 
rising prices. Yet between February 19 
and May S—at the latter date the in- 
dustrial average had not risen far from 
the April low—14 Special Offerings, in 


volving more than 52,000 shares, were 


Early Special Offerings of 1942 


Market 
Sale Price 
Date Issuc Price 2/15/°43 
2/1g Bon Ami “B" 375% 4214 
2/24 Pub. Service 
of N. J. 8% Pfd. 117 115 
2/25 Burlington M. IS! 22% 
2/27 Wm. Wrigley 50! 64 
3/3 G. C. Murphy 5014 68 
a/t: ‘TJ. Gs. V. Pid. 100! 107), 
>/10 Cont, Ins. 25! 41% 
»/24 Fid. Phenix 34h, 413% 
3/26 Spenc. Kellogg hs 25 
3/26 Radio Corp. 
ist Ptd. 4y!5 *H234 
4/2 Cont. Ins. 34%, 41% 
4/13 U.S. Ind. Ale. 2 3414, 
4/17 Snider Pack. I4 a; 
5/8 Am. B’k. Shoe. 252 2514 


*Bid price on N, Y. Stock Exchange. 


if 


successtul, and only a few were with- 
drawn before the stipulated offerings 
were absorbed completely. 

As was pointed out at the time, prices 
ot any listed stock seldom ignore the 
general trend. By the same token, when 
a trend becomes reversed, most stocks 
feel the that 


same stimulus 


average 
prices record, The table which follows 
reveals nothing unusual—with the in- 
dustrial average recovering from 92.92 
to 128.60 on February 15 last—but of- 
fers points of interest, nevertheless. 

Two deductions are permitted by the 
statistics, keeping in mind the fact that 
the Specials tabulated were only the 
earliest ones when the method was still 
experimental: sellers were accommo- 
dated at a time when the price trend 
Was against them, and the buyers, while 
they had to wait for some time, saw 
their judgment justified from the price 
point of view. It is an obvious infer- 
ence that, by reason of the Special sales 
for the account of large holders, many 
new owners of American industry have 
added their names to stockholder FeC- 
ords. 

Special Offerings were devised to 
meet conditions of a difhcult period for 
holders of inactive stocks who needed 
marketability without delay. Million- 
share days of late on the Stock Exchange 
have acted to remove some old deter- 
rents of marketability and lessened the 


employment of Special Offerings. 


British Investors 
Cling to Their Stocks 
(continued from page 14) 


whose pre-war income has been reduced 
as the result of the war. It is these peo- 
ple who try to buy industrial shares 


in order io obtain 


a slightly better 
vield. Other motives are vested in hope 
of a further improvement in value, 
once the war is over. 

“It stands to reason that people invest 


more freely when the war is going well, 


and conversely they seek to hold a more 
liquid cash position when they are ne: 
vous of the future. On top of this, peo 
ple naturally prefer to buy in a rising 
market, and they have come to believe 
that good news causes the market to 
rise. 

(The chart illustrates the changing 
emotions to which Mr. Crump refers.) 

“Fluctuations in stock market priccs 
have become a rough and ready ba 
rometer of the view which the Britis 
public takes of the war news from 
week to week and month to month. 

“Last year’s improvement of over 
20 per cent in the industrial share mat 
ket is one of the many signs that the 
British public realizes that the United 
Nations have passed from the defensive 


to the offensive.” 


Capital Gains Tax 
Treatment as Service 
to Investors 


(continued from page 14) 


While it is admitted that the preced- 
ing examples have been exaggerated in 
order to highlight the subject, the same 
effect can occur on a smaller scale. This 
is Why the investment adviser keeps one 
eye on taxes, and why if possible he 
cuts short his losses and lets profits run. 

The provisions of this law have put 
a new premium on timing. In making 
an investment today, one should try to 
reach some conclusion about conditions 
as they will be six months from now. 
A six months’ forecast during war time 
is probably more difficult than a year’s 
forecast during peace ime. When con- 
ditions return to normal, however, this 
will be a great improvement over the 
old law which required correct judg 
ment over a period of from eighteen 
months to two years. The figures indi 
cate that the correctness of long term 
judgment will go far toward overcom 


ing short term mistakes. 


n 


his 


Investors, Stimulate 
Your Imaginations! 


(continued from page 2) 


out and developing the wealth that lies, 
still to be discovered, in tremendous 
areas of litthe known territory. There’s 
a “pull” in the making, to the top-of-the- 
world! 

There will be express highways after 
the war. Super-highways into Mexico 
and South America, and others, span- 
ning all continents, will call for road 
building and road repair machinery, 


tractors, asphalt, concrete, and trucks. 
Bus transportation should prosper. The 
Alcan highway will probably become 
one of the great tourist attractions of 
our time. This in turn poses problems 
of new outdoor advertising methods, 
hotel systems, etc. 

Obviously peace means a big revival 
in world travel, pleasure cruises, etc., 
and tourist trade organizations should 
prosper. 

Now as to inflation. The impact of 
inflation should be greater after, rather 
than during the war—for rather obvious 


reasons—and the longer the war lasts 


the greater the probable inflation. Infla- 
tion is really nothing new, however. At 
the turn of the century a laborer re- 
ceived his “dollar a day” and on it he 
lived well. Today’s wage is five to ten 
times that amount. 

The investor might profitably be 
pragmatic about the loosely used term 
“inflation.” When a person invests in 
the top-flight management of American 
industry he is placing his savings and 
his cares in the hands of men generally 
much better qualified to cope with the 
myriad problems confronting him and 


every other investor. 








MONTHLY STATISTICS—NE W YORK STOCK EXCHANGE 
1942 1941 
1943 1942 1942 
MONTH END DATA JANUARY DECEMBER NOVEMBER JANUARY 
bh. Shenes Distees b. > us « « (Mb 1.470 1,471 1.471 1.467 
2. Share Issues Listed . +s « (ies) 1.240 1.238 1,242 1.237 
| 3. Par Value of Bonds Listed . « (Mid. $) 72.880 72.993 67.156 59.076 
| 1. Bond Issues Listed We SS Be Se nes ee 1.132 1.136 1.142 LI 
5. Total Stock and/or Bond Issuers . ....... =. (No.) 1.203 1,207 1.208 1,209 
6. Market Value of Listed Shares (Mil. $) 11.410 38.812 37.374 36.228 
7. Market Value of Listed Bonds (Mil. $) 71.039 70.583 64.544 56.262 
| 8. Market Value of All Listed Securities (Mil. $) 112.449 109.395 101.918 92.1490) 
9. Flat Average Price—All Share Issues . . . .... ($) 39.63 37.57 36.87 36.94 
10. Shares: Market Value — Shares Listed . . . ... . ($) 28.16 26.39 25.41 24.70 
11. Bonds: Market Value — Par Value ........ ($8) 97.47 96.70 96.11 95.24 
12. Steck Price Index -(12731/24—100) . «§ «2 & 6 «© «& %) 56.1 52.6 50.6 19.2 
13. Shares in Short Interest* : (Thou.) 579 502 551 161 
| 14. Member Borrowings* . . . . .. 2... ~~. «© (Mill) 331 119 342 325 
Per Cent of Market Value of Listed Shares 2. 2. 2...) (%) 0.80 1.16 0.91 0.90 
15. N.. ¥. S. E.. Members’ Branch Offices . « . . «= + « = (Ne) 747 745 748 867 
16. Total Non-Member Correspondent Offices 2... 2. 2.) .) (No.) 2.414 2.445 2,474 2.885 
DATA FOR FULL MONTH 

17. Reported Share Volume (Thou.) 18.032 19.313 13.437 12.994 
Daily Average (Inel. Saturdays) (Thou.) 72 743 611 500 
Daily Average (Exel. Saturdays) (Thou.) 795 817 668 545 
Ratio to Listed Shares ah ka (%) £23 1.31 0.9] 0.89 
8. Total Share Volume (Incl. Odd Lots) * (Thou.) 25.160 17.310 21.208 
19. Money Value of Total Share Sales* (Thou. $) 536.509 352.28: $45.72 
20. Reporter Bond Volume (Par Value) (Thou. $) 302,817 207.079 169.301 219.955 
Daily Average (Inel. Saturdays) (Thou. $) 12,113 7.965 7.695 8.460 
Daily Average (Exel. Saturdays) ei ee ee ee ee 13.320 8.650 8.582 9.260 
Ratio to Par Value of Listed Bonds. . . . . 2. . 2 (%) AIS 296 252 375 
21. Total Bond Volume (Par Value) * ‘ (Thou. $) 214.320 192.439 237.263 
22. Money Value of Total Bond Sales* . . . .. . . . (Thou.$) 101.549 87.421 111.586 
23. N. Y. S. E. Memberships Transferred . . . ... . =. (No.) 3 7 5 8 
Average Price ($) 28.000 27.500 27.400 24.200 


*TItems are as of ledgers which normally reflect transactions 





up to the close of the second full preceding business day. 











Give 


To The Red Cross War Fund! 


The American Red Cross has launched its 1943 campaign to raise 
$125,000,000. A huge sum? Yes, and for a tremendous purpose... 
healing and mercy to our fighting men and their families. ..allevia- 
tion of suffering where the need is great. We can, we must, we will 
raise it! 


“The greatest asset the Red Cross has is 


the good-will of the American people.” 


Opportunity to demonstrate your share of national good-will is 
again beckoning. Be generous. Be prompt in giving. Pass the 


good word along. 


New York Stock Exchange 
1943 Red Cross War Fund Committee 








